Item 46
(4526)

STATE OF CALIFORNIA Public Utilities Commission
San Francisco

Memorandum
Date: May 2, 2005

To: The Commission
(Meeting of May 5, 2005)

From: Delaney L. Hunter, Director
Office of Governmental Affairs (OGA) — Sacramento

Subject:  SB 396 (Battin) Telecommunications: call pricing
As Amended April 7, 2005

LEGISLATIVE SUBCOMMITTEE RECOMMENDATION: Support

SUMMARY: The bill would require the Commission to prepare a report by July 1, 2007
detailing the following information:

1.) The impact of toll call pricing in the Coachella Valley and whether other options
are needed;

2.) The need for additional steps to encourage incumbent and competitive carriers
to provide innovative pricing plans; and

3.) The need for customer education or other efforts.

DIGEST: Existing law authorizes the Public Utilities Commission to regulate telephone
corporations.

This bill would require the commission to examine the impact of toll call pricing in the
Coachella Valley and to consider whether additional options are needed to serve that
area. The bill would require the commission to consider whether any additional steps
are necessary to encourage innovative pricing plans by incumbent and competitive
carriers and would authorize the commission to consider whether customer education
efforts or other measures that are in the public interest are necessary. The bill would
require the commission to prepare and submit a report to the Legislature on or before
July 1, 2007, regarding these issues. The bill would provide that its provisions would be
repealed on January 1, 2008.
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DIVISION ANALYSIS/BACKGROUND (Telco):

Extended area service (EAS) routes are “non-optional” subsidized toll arrangements
provided by incumbent carriers." EAS routes and the additional EAS incremental charge
are imposed on all customers in a telephone exchange having EAS service against the
will and choice of many of those customers.” Because customers who are not benefiting
from EAS are nonetheless forced to subsidize customers that do benefit, the non-
benefiting customers are deprived of choice and pay more for basic service than they
should in relation to the cost of service. Customers who benefit from EAS are
subsidized by those customers that do not benefit, and therefore have little incentive to
seek alternatives that are economically more optimal (i.e., those alternatives with lower
real costs). Therefore, more efficient toll service providers (competitors) are
disadvantaged because customers benefiting from the EAS subsidy provided by other
customers would not be expected to select a competitor's more cost-efficient offerings.
Moreover, incumbent carriers providing EAS benefit unfairly by receiving revenues for
EAS services from those customers who do not use the service. EAS routes

EAS routes, by definition, are subsidized toll arrangements, and the subsidizing of
competitive services has been found to be an impediment to competition. Decision (D.)
98-06-075, based on considerable evidence, reached this conclusion and remains the
law in California.’

Pursuant to Commission Rule 47, petitioners have the opportunity to request a change
to a Commission decision. A petitioner seeking to establish a new EAS route may take
advantage of this opportunity by requesting modification of D.98-06-075. However, the
petitioner would have to overcome possibly insurmountable obstacles posed by state
and federal policies promoting fair and open competition, consumer choice, and
prohibiting the cross-subsidization of intrastate inter-exchange telecommunications
service. In D.98-06-075, the Commission found that the intra-LATA toll market in
California was competitive, and concluded that creating new EAS routes was no longer a
defensible policy.

SB 396 would require the Commission to examine whether other methods are needed
to alleviate the problems of toll call pricing faced by places like the Coachella Valley,
which have long struggled with toll call pricing and EAS issues.

1 The cost of changing a long-distance toll route to a toll-free EAS route is paid by all affected customers
(business and residence) through an additional incremental charge to their monthly local exchange rate.
EAS routes were usually authorized by the Commission when a majority of the affected customers favored
the arrangement. Even so, many customers object to paying more for basic telephone service (because
of the added EAS increment) so that others’ toll service may be subsidized.

2 In 1970, the Commission recognized that EAS proposals were opposed by many affected subscribers,
noting that as many as 33% of business customers opposed the Salinas-to-Chualar/Gonzales EAS route.
(D.77311)

3 D.98-06-075, pp.8-9, FOF 17 & 18
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LEGISLATIVE HISTORY:

(SB 1553) on the same issue was introduced by the same author on February 20,
2002. SB 1553 would have required the Commission to examine the impact of toll call
pricing in the Coachella valley, consider whether additional options are needed to serve
that area, and report to the Legislature by July 2004. It was passed by the Legislature
but was vetoed by Governor Davis due to cost concerns.

STATUS:
SB 396 passed out of the Senate Energy, Utilities and Communications Committee on

April 19, 2005 by a vote of 8-0 and will be heard in the Senate Appropriations
Committee on May 2, 2005.

SUPPORT/OPPOSITION (as of April 19, 2005)
Support: Office of Ratepayer Advocates

Opposition: none

STAFF CONTACTS:

Delaney Hunter dih@cpuc.ca.gov
OGA (916)327-7788
Mike Amato mca@cpuc.ca.gov
Telco (415) 703-1863

Date: May 2, 2005
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Bl LL NUMBER: SB 396 AMENDED
Bl LL TEXT

AMENDED I N SENATE APRIL 7, 2005
| NTRODUCED BY  Senator Battin
FEBRUARY 17, 2005
An act —to—add-Section—1702.-5tothe Publec Utitities

Code— relating to tel ecomunications.

LEG SLATI VE COUNSEL' S DI GEST

SB 396, as anended, Battin. Tel ecomruni cati ons:
extended—area—servicetol— call pricing

Exi sting | aw authorizes the Public UWilities Conmission to
regul ate tel ephone corporations.

This bill would require the conm ssion to exam ne the inpact of
toll call pricing in the Coachella Valley and to consider whet her
addi ti onal options are needed to serve that area. The bill would

require the conmm ssion to consider whether any additional steps are
necessary to encourage innovative pricing plans by incunbent and
conpetitive carriers and would authorize the comm ssion to consider
whet her custoner education efforts or other measures that are in the
public interest are necessary. The bill would require the conmi ssion
to prepare and submit a report to the Legislature on or before July
1, 2007, regarding these issues.

The bill would provide that its provisions would be repeal ed on
January 1, 2008.

Vote: nmmjority. Appropriation: no. Fiscal commttee: yes.
St at e- mandat ed | ocal program no.

THE PEOPLE OF THE STATE OF CALI FORNI A DO ENACT AS FOLLOWS
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SECTI ON 1. The Legi slature finds and declares all of the
fol | owi ng:

(a) Popul ati on and economic growth in the Coachella Valley have
out paced nmany ot her areas of the state as residents and busi nesses
have nmigrated to the area to establish hones, enploynent, and other
conmunity infrastructure.

(b) The local interests of residents and businesses in the early
conmunities in the Coachella Valley have expanded beyond those early
conmunities to include conmunity |inks throughout the vall ey.

(c) Historically, extended area service (EAS) plans were
avail abl e, before the enactnent of the federal Tel ecomunications Act
of 1996, for customers located in sone established comunities of
interest to mitigate toll call pricing. However, in Public Uilities
Conmi ssi on Deci si on 98-06-075, the commi ssion determ ned that with
t he advent of conpetition for toll service, the public interest would
be served by allowi ng the narket to offer custoners choices for tol
call pricing.

(d) There have been concerns in the Coachella Valley about the
i mpact of toll call pricing upon the greater conmunity of interest
and comerce in the valley.

(e) The conmi ssion should investigate the effectiveness of the
conpetitive marketplace and consuner awareness in the Coachella
Val | ey and consi der options to address these concerns. The conm ssion
shoul d consi der what additional steps nmight be necessary to
encourage the availability of innovative pricing options by incunbent
and conpetitive carriers for customers concerned about toll cal
pricing in the Coachella Valley.

SEC. 2. The Public Utilities Comm ssion shall examine the
i mpact of toll call pricing in the Coachella Valley and shal
consi der whet her additional options are needed to serve that area.
The conmi ssion shall consider whether any additional steps are
necessary to encourage innovative pricing plans by incunbent and
conpetitive carriers. The conm ssion may al so consi der whet her
custonmer education efforts or other measures that are in the public
i nterest are necessary. The commi ssion shall prepare and subnit a
report to the Legislature on or before July 1, 2007, regarding these
i ssues.

SEC. 3. The Legi slature finds and declares that due to
uni que circunstances relating to the Coachella Valley, a genera
statute cannot be made applicable within the neaning of Section 16 of
Article IV of the California Constitution.

SEC. 4.

This act shall remain in effect only until January 1, 2008, and as
of that date is repealed, unless a |ater enacted statute, that is
enacted before January 1, 2008, deletes or extends that date.
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